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Insurance Guarantee Funds. Tax Offset
Official Title and Summary Prepared by the Attorney General
INSURANCE GUARANTEE FUNDS. TAX OFFSET. LEGISLATIVE CONSTITUTIONAL AMENDMENT.
Authorizes enactment of statutes by the Legislature to establish insurance guarantee funds or associations for the
purpose of paying claims against insolvent insurers. Such legislation could also provide that contributions to such funds
or associations by insurers may be allowed as a deductible offset against their annual gross premium tax. Fiscal impact
on state or local governments: If offset allowed by legislation, could result in State General Fund loss of as much as
$30 million per year.

FINAL VOTE CAST BY THE LEGISLATURE ON ACA 30 (PROPOSITION 3)
Assembly-Ayes, 63
Senate-Ayes, 31
Noes, 10
Noes, 4

Analysis by the Legislative Analyst
Background:
Existing law requires certain insurance companies
that sell insurance in California to participate in an Insurance Guarantee Association. Whenever one of these
insurance companies becomes insolvent and thus is unable to honor insurance claims against it, the association
collects funds from the other member companies to pay
claims. During the last five years, claims against insolvent insurance companies totaled about $98 million.
Under existing law, the state imposes a 2.35-percent
tax on the gross premiums that insurance companies
collect on the policies they issue. Contributions by insurance companies to the Insurance Guarantee Association are not deductible from the amount of tax owed
the state.
Proposal:
This measure would amend the state's Constitution to
permit the Legislature to enact legislation allowing in-

surance companies to deduct, from the amount of tax
owed to the state, their contributions to the Insurance
Guarantee Association or any other similar associations
established by statute.
Fiscal Effect:
By itself, this measure would have no direct effect on
state expenditures or revenues because it only authorizes the Legislature to take action. If the Legislature
uses the authority granted by this measure, then there
could be a substantial reduction in state revenues. This
is because insurance companies could d~duct all or part
of their contributions to these guarantee associations or
funds from their state tax liabilities.
Full deductibility of contributions by insurance companies participating in the Insurance Guarallte--: Association would have reduced State General Fund
revenues by an average of $30 million per year during
the past three years.

Study the issues carefully
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Text of Proposed Law
This amendment proposed by Assembly Constitutional Amendment 30 (Statutes of 1980, Resolution
Chapter 10) expressly amends an existing section of the
Constitution by adding a subdivision thereto; therefore,
new provisions proposed to be added are printed in
italic type to indicate that they are new.

PROPOSED AMENDMENT TO
ARTICLE XIII, SECTION 28
(k) The Legislature, a majority oE all the members
elected to each oE the two houses voting in Eavor
thereoF, may by law establish one or more insurance
guarantee Eunds or associations with membership composed oE insurers admitted to do business in this state
Eor the purpose oEpaying claims against insolven t insurers. The amount oEcontribution by each insurer may be
allowed as a deductible oEEset against the annual gross
premium tax imposed by this section.

Polls are open from 7 a.m. to 8 p.m.
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Insurance Guarantee Funds. Tax Offset
Argument in Favor of Proposition 3
Proposition 3 will allow you to decide whether California should adopt a life and disability insurance guarantee fund based on model legislation already enacted
in many states.
.
A YES vote on Proposition 3 will mean that the state
should stand behind every insurance policy issued in
California. A NO vote would indicate to the State Legislature that voters do not favor a guarantee fund to protect life and disability insurance policyholders in the
event that a life insurance company doing business in
Califo;:nia becomes insolvent.
Proposition 3 supports legislative enactment of guarantee funds to stand behind every insurance policy issued in California. In the event that any insurance
company becomes insolvent, the guarantee funds
would be used to assure full payment of policy benefits.
To support the guarantee funds, each insurance company would be assessed according to the amount of
business it does in California. In turn, the Legislature
could permit companies to deduct the amount of such
payments from the gross premiums tax paid by insurance companies. This means that the cost of this added
protection will not have to be borne by the Californians
in their insurance premiums. The program will be funded entirely with existing tax revenues.
By allowing insurance companies to deduct these assessments from their state tax bills, we can avoid the
situation which would force solvent insurance companies and their policyholders to pay for the business

losses of their competitors. The state government has
the regulatory power to prevent insolvencies, and it is
only fair that the burden for protecting policyholders
from insolvencies ultimately be assumed by the state.
This also will encourage increased vigilance by the responsible state agencies.
Proposition 3 is based on model legislation approved
by the National Association of Insurance Commissioners which is now in effect in many other states. A gGarantee fund program already exists in California for fire
and auto insurance. Proposition 3 would simply make it
possible for the Legislature to extend this program to all
policies and fund it in a manner which does not add to
consumer costs.
California is fortunate to have a strong and healthy
insurance industry. Proposition 3 would simply provide
a state guarantee which would stand behind insurance
policies, just as the federal government stands behind
bank and savings deposits.
Your vote on Proposition 3 will determine whether
there will be an insurance guarantee fund for all insurance issued to Californians. The choice is yours.
VOTE "YES" ON PROPOSITION 3!
DANIEL E. BOATWRIGHT
Member of the Assembly, 10th District
ROBERT G. BEVERLY
State SenatoI; 27th District
W. CARL JONES
President, Congress of California Seniors

No rebuttal to argument in favor of Proposition 3 was submitted

Moving? Call the County Clerk or
Registrar of Voters of your new
county to reregister
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Insurance Guarantee Funds. Tax Offset
Argument Against Proposition 3
There is no clear evidence that a constitutional
amendment is needed to protect consumers who buy
insurance policies from financially unsound insurance
companies. The vast majority of insurance companies
doing business in California are sound and have more
than adequate financial resources.
Under Proposition 3, new funds could be established
by the Legislature to payoff policyholders in the event
that their insurance company becomes insolvent. The
money for these funds would come from other insurance carriers, but could then be deducted from insurance premiums taxes. This could potentially reduce the
amount of money the state has to spend on various
services such as education and health.
As it stands now, there is a fund which covers fire and
auto insurance insolvencies, but the cost is borne by
casualty companies licensed to do business in California. Although life and health insurance companies are
not covered under the existing system, those doing
business in California are particularly strong, and their
policyholders shouldn't have to worry about insolvencies. The poorly managed insurance companies should

not be subsidized by the better managed companies.
Such a situation places a premium on mismanagement
and rewards inefficiency.
The fact is that the State Insurance Department is
responsible for making sure that every insurance company doing business in California has sufficient resources to meet its obligations. As long as this
department is doing its job, there should be no need for
the state to create new guarantee funds. The best approach is effective regulation, not an insurance guarantee fund which could affect state tax revenues.
Insurance regulation is a technical subject which
shouldn't be a part of California's Constitution. Proposition 3 does not require the Legislature to set up guarantee funds, although it would undoubtedly result in their
establishment.
If you agree that we don't need more insurance guarantee funds at this time, please vote NO on Proposition
3.
JOHN FRANCIS FORAN
State Senator; 6th District

Rebuttal to Argument Against Proposition 3
Proposition 3 will make possible an additional layer of
protection for every life and disability insurance policy
issued in California without any additional cost to the
consumer.
California has a strong and healthy insurance industry, well regulated by state law. Passage of Proposition
3 will enable the state to stand behind life and disability
insurance policies issued here, just as the federal government stands behind deposits in banks and savings
and loan associations.
Here's what we have to gain:
• A state guarantee behind every insurance policy
issued in California.
• Assurance that consumers who buy insurance from
solvent carriers won't have to foot the bill for companies which may become bankrupt.

• Incentive for the state to make sure thl;lt companies
allowed to do business in California are fully solvent
and remain so.
• Conformity with legislation already enacted in most
other states.
Proposition 3 can help strengthen our insurance protection at no additional cost to the taxpayer or the consumer:
We urge you to vote YES on Proposition 3.
DANIEL E. BOATWRIGHT
Member of the Assembly> 10th District
ROBERT G. BEVERLY
State Senator; 27th District

w. CARL JONES
Presiden" Congress of CaliFornia Seniors

Arguments printed on this page are the opinions of the authors and have not been checked for accuracy by any official agency
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